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ABSTRACT 

The emergence of Artificial Intelligence (AI) technology within financial technology (Fintech) sector has 

transformed Indian financial services by delivering improved efficiency and customized customer 

relationships together with creative solutions. However, the fast spread of AI technology throughout the 

fintech sector and the slowly developing AI and fintech regulatory frameworks in India poses substantial 

legal, regulatory and ethical compliance difficulties. This paper focuses on issues involving protection of 

digital personal data together with managing algorithmic discrimination and requiring transparency and 

accountability while safeguarding consumer rights. It critically examines the gaps in the existing 

frameworks including the Digital Personal Data Protection Act, 20231, Companies Act, 20132, and the 

guidelines issued by RBI3, SEBI4 and IRDAI5 which remains unclear in addressing AI related challenges. 

It compares the Indian regulatory frameworks with the foreign AI regulatory frameworks to analyze the 

shortcomings in our legal framework and to give recommendations to address these issues including the 

challenges faced by fintech startups, corporations and concerns of maintaining fairness, transparency and 

accountability. The paper highlights the importance and the need for a comprehensive regulatory 

framework to address the legal and regulatory issues and achieving a balance between promoting AI-

driven growth and reducing related dangers as AI continues to transform India's Fintech sector. 

 

Keywords: Artificial Intelligence (AI), Financial Technology (Fintech), AI Regulatory Framework, Data 
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INTRODUCTION 

In India, AI research commenced in the 1960s under the guidance of Professor H.N. Mahabala. A great 

milestone was the establishment of the Knowledge-Based Computing Systems (KBCS) initiative in 1986. 

In the 1990s, Indian software companies investigated AI applications, and C-DAC was established, 

advancing supercomputing and AI research. IT behemoths like TCS, Infosys, and Wipro made investments 

                                                           
1 Ministry of Electronics and Information Technology (MeitY), Government of India, Digital Personal Data Protection Act, 

2023, 

 https://www.meity.gov.in/writereaddata/files/Digital%20Personal%20Data%20Protection%20Act%202023.pdf. 
2 Ministry of Corporate Affairs, Government of India, The Companies Act, 2013, 

https://www.mca.gov.in/Ministry/pdf/CompaniesAct2013.pdf. 
3 The Economic Times, RBI Announces Free AI Committee to Develop AI Framework (Mar. 2025), 

https://economictimes.indiatimes.com/news/economy/policy/rbi-announces-free-ai-committee-to-develop-ai-

framework/articleshow/116684195.cms?from=mdr. 
4 Securities and Exchange Board of India (SEBI), Meeting Minutes – AI and Machine Learning in Financial Markets (Dec. 

2024), https://www.sebi.gov.in/sebi_data/meetingfiles/dec-2024/1735042007618_1.pdf. 
5 Insurance Regulatory and Development Authority of India (IRDAI), Official Website, https://irdai.gov.in/. 
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in AI in the 2000s, and educational institutions increased their AI curricula. The "Digital India" campaign 

headed by the Government of India has also played a pivotal role in promoting AI by encouraging digital 

infrastructure and literacy. In 2018, NITI Aayog released the "National Strategy for Artificial Intelligence," 

introducing the "AI for All" initiative to promote inclusive AI growth. The National AI Portal is an 

essential resource centre that stores information about India's AI developments and resources and related 

details.6 Over the past few years, India has increased its focus on AI through various initiatives. The Centre 

for Artificial Intelligence and Robotics (CAIR), a laboratory under the Defence Research and 

Development Organisation (DRDO), is dedicated to AI research and development.7 

AI technologies integrated with financial technology (fintech) have transformed how financial services 

get delivered and their consumption pattern as well as service regulations. The fintech industry in India 

underwent significant exponential growth through the last ten years after introducing AI technologies 

which included machine learning and natural language processing and predictive analytics. Fintech 

companies utilize modern innovations to boost business operations while minimizing expenditures while 

designing customized interactions for their clients. The fundamental role of Artificial Intelligence has 

transformed essential components of present finance operations through digital lending methods and 

wealth management solutions alongside fraud detection programs and payment gateway systems to 

support both innovation and financial inclusion. 

The industrial implementation of AI technology in fintech has exceeded the recent growth of standardized 

legal and regulatory structures which produced multiple problems. The uncontrolled implementation of 

AI-based technologies leads to important privacy issues alongside network security problems while 

creating a need for heightened transparency in system operations. AI systems depend intensively on data 

analytics operations that require analysis of personal sensitive information. The lack of proper data 

protection measures yields unauthorized access risks together with data breaches alongside non-

compliance with newly established data protection laws such as the Digital Personal Data Protection Act, 

2023. AI-powered algorithms that assist with credit scoring along with fraud detection and investment 

recommendations have limited transparency which causes consumers to lose trust and weakens corporate 

governance. 

These challenges become worse because of the lack of regulatory standards made specifically for fintech 

innovations using AI technology. The regulations defined by the Reserve Bank of India (RBI) alongside 

the Securities and Exchange Board of India (SEBI) and Insurance Regulatory and Development Authority 

of India (IRDAI) for digital payments and lending and securities cannot effectively handle the distinct 

characteristics of AI applications. The existing regulatory gap produces unclear legal circumstances which 

hinders fintech startup development and established corporations' operations by suppressing innovation 

and elevating compliance expenses. 

 

LITERATURE REVIEW 

1. The article by Sameer Avasarala and Aryashree Kunhambu (2025) “Adoption of Artificial 

Intelligence in the FinTech sector: A regulatory overview” examines FinTech institutions and banking 

sector use of AI applications to handle different tasks starting from customer integration up to monitoring 

activities while engaging with clients and assessing loan risks and securing systems and following 

                                                           
6 PRESS INFORMATION BUREAU GOVERNMENT OF INDIA, 

https://pib.gov.in/PressNoteDetails.aspx?NoteId=151932&ModuleId=3&reg=3&lang=1, (last visited Jan 30, 2025). 
7 INDIA AI, https://indiaai.gov.in/article/india-s-ai-journey-the-story-so-far, (last visited Jan 30, 2025). 
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regulations. The adoption of AI creates various regulatory and compliance risks because of intellectual 

property challenges and it requires clear transparency and responsible use of systems that also face 

contractual risks, privacy risks and cyber threats. Financial institutions should handle these elements 

properly while developing AI solutions according to the article. 

2. Gang Kou and Yang Lu (2025) examine how AI, machine learning and blockchain contribute to the 

financial industry through algorithmic trading and fraud detection and credit scoring and personalized 

services and smart contracts and decentralized finance and secure transaction systems in their article 

“FinTech: a literature review of emerging financial technologies and applications.” The review 

explores the technical obstacles faced by these technologies which include preparing their functionality at 

scale because they do not scale well and managing confidentiality and regulatory requirements together 

with ensuring AI systems are transparent enough to explain their choices. According to the authors these 

modern technologies are transforming finance by creating advanced answers to standard financial 

challenges while creating a better inclusive and more efficient monetary system. 

3. Mallikarjuna Paramesha, Nitin Rane and Jayesh Rane (2024) analyzed the influence of AI 

technique alongside machine learning and deep learning along with blockchain technology on financial 

and banking sector innovation and operational efficiency in their article “Artificial Intelligence, Machine 

Learning, Deep Learning, and Blockchain in Financial and Banking Services: A Comprehensive 

Review.” AI helps organizations make smarter decisions and design better trading strategies and maintain 

secure cybersecurity environments through prevalent usage of support vector machines and neural 

networks in predictive logistical tasks and fraud detection along with portfolio management functions. 

The implementation of deep learning delivers complete market trend and customer conduct information 

while blockchain technology enables safe and transparent financial operations which decrease fraud 

possibilities and establishes trust between parties. The blockchain and AI integration process is 

investigated in relation to new financial product and service development to accelerate digital 

transformation. Quantum computing emerges as an emerging technology in the field because it solves 

complex computational problems in portfolio optimization while simultaneously managing risks and 

performing cryptographic operations. 

4. Gagandeep Kaur and Bharnitharam K (2024) explain in their article “Navigating The Legal 

Landscape: Addressing AI-Driven Innovations and Challenges in Indian Fintech” that AI integration 

with FinTech transforms the financial industry by delivering revolutionary benefits for efficiency along 

with new innovations and customized financial products. The progress of innovative technologies creates 

multiple problems for authorities dealing with oversight responsibilities and ethical issues and customer 

safeguarding. The three jurisdictions of EU, US, and India employ different regulatory standards that 

handle these problems although they demonstrate individual benefits and shortcomings in their systems. 

The EU takes a full-scale proactive approach alongside the US emphasis on market-based flexibility and 

India progresses toward international standard compliance in its framework. AI applications in FinTech 

require improved regulatory systems alongside ethical AI adoption standards that must be supported 

through international partnership development. Financial industry protection of consumers and nurtured 

innovation allow this sector to adapt to AI complexity thus establishing FinTech's secure and equal future. 

5. Nitin Rane, Saurabh Choudhary and Jayesh Rane (2023) demonstrate in “Blockchain and 

Artificial Intelligence (AI) Integration for Revolutionizing Security and Transparency in Finance” 

that the Combine power of Blockchain and AI creates revolutionary changes through enhanced financial 

sector security alongside utmost transparency and deep Operational effectiveness. The decentralized 

https://www.ijfmr.com/
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system of Blockchain maintains secure transaction execution because it resists any alteration while 

protecting users from cyber attacks and fraud. This system receives predictive analytics together with 

automation and real-time risk assessment alongside AI to maximize its financial operational practices. 

AML and KYC operations become more efficient because Blockchain acts as a secure data repository 

while AI systems identify suspicious transactions throughout the financial ecosystem. The automation of 

transactions provided by smart contracts lets financial institutions minimize errors while reducing their 

dependence on intermediaries. Financial institutions can establish better security through these joined 

forces while detecting fraud more efficiently in a modernized financial system that uses innovative 

practices. 

6. The RBI's administrative sandbox practice represents their attempt to manage fintech disruption by 

improving coordination through Shashidhar K.J. (2020) research titled “Regulatory Sandboxes: 

Decoding India's Attempt to Regulate Fintech Disruption.” His research presents two things about 

India's administrative sandboxes and their tools and systems from recent times. The controllers need to 

establish various traditional development methods after considering all aspects. 

7. Jai Vipra (2020) examines the profound changes that Artificial Intelligence (AI) technology and 

technological innovations bring to both worldwide economies and the Indian economy through his paper 

“Regulating AI in the Finance Sector in India.” Technological advancements have fueled innovation 

and competition throughout the economy while creating troubles about job replacement and ethical issues 

and privacy violations. Indian emerging economy must carefully determine how to merge their AI 

expansion efforts with goals for massive employment creation. The future requires answers regarding AI 

advantages as well as how it affects both genders and the need for regulatory safety measures. The 

implementation of AI in India is being analyzed by FES India and their experts alongside experts who 

work toward establishing regulations for inclusive responsible AI deployment. The Indian success of AI 

technology depends heavily on the way authorities regulate its implementation and the way people 

integrate it throughout society. 

8. According to Santosh Kumar, Kumar Deepak Raja and Dr. Sumita Sinku (2022) in their article 

“Ecosytem and challenges of fintech in India” fintech serves as a significant driver of Indian economic 

growth since it promotes financial product production and distribution and consumption through digital 

transformation. The research establishes that India demonstrates substantial entrepreneurship capabilities 

in financial technology especially through the payment segment while requiring ongoing governmental 

and regulatory backing to maintain its swift market expansion. The Indian economy gains a competitive 

advantage through Fintech services because they supply protected solutions that bring both superior user 

experience and affordable pricing. 

9. Dr. Anil B Malali and Dr. S. Gopalakrishnan (2020) point out in their paper “Application of 

Artificial Intelligence and Its Powered Technologies in the Indian Banking and Financial Industry: 

An Overview” that AI in fintech continues to advance rapidly which will transform AI-powered financial 

services into the main banking channel that reaches even remote locations. The implementation of AI-

driven bots in customer service software decreases costs and errors but delivers fast solutions which 

increases service efficiency. The banking and financial sector receives substantial growth potential from 

mounting AI investments which enables better trading outcomes while reducing risks and delivering 

superior customer experience. 

10. C. Vijai (2019) details the rapid expansion and industry revolution of Indian fintech business making 

it one of the world's fastest-growing markets in his piece “Fintech in India-Opportunities and 

https://www.ijfmr.com/
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Challenges.” According to forecasts the Indian fintech software market will exceed USD 2.4 billion by 

2020 because more people join e-commerce and utilise smartphones. The Indian economy started using 

fintech solutions after moving away from cash transactions which caused transaction values to increase 

rapidly and experts expect a 22% Compound Annual Growth Rate of these transactions. The Indian 

government strongly promotes fintech innovation through its initiatives to develop new technology 

platforms. Fintech services create a more secure electronic financial system which delivers better user 

interfaces and minimizes service costs to advance economic activity across the country. 

 

RESEARCH PROBLEM 

The introduction of Artificial Intelligence in the Indian fintech sector has transformed financial services 

by enabling exceptional operational advances and innovative possibilities for increased expansion. The 

technological innovations have brought substantial legal and regulatory and ethical issues which lack 

proper solutions. The lack of thorough AI regulatory standards in India creates diverse regulatory issues 

regarding data privacy standards and algorithmic inspection practices in addition to security threats and 

company penalties. The existing regulatory gaps result in two major negative effects: first they restrict 

innovation while secondly they create exposure for consumer and business data that is vulnerable to 

breaches and algorithmic bias as well as cyberattacks. Researchers have identified the principal issue 

within this study to demonstrate how India should create a comprehensive legal framework that addresses 

AI-powered fintech sector challenges through protective mechanisms for consumer rights in combination 

with innovation encouragement and equitable advancement. 

 

OBJECTIVE OF THE STUDY 

 The objective seeks to understand existing AI legislation and legal and regulatory problems in 

Artificial Intelligence Fintech operations in India. 

 The study monitors Indian regulatory systems against foreign AI systems for determining weak points 

inside the Indian legal structure. 

 Research of AI-driven growth together with its legal ethical implications and risks that fintech sector 

faces. 

 The presentation provides necessary recommendations to create a complete regulatory framework for 

AI that handles legal and regulatory matters stemming from Fintech sector AI usage in India. 

 

SCOPE OF THE STUDY 

 The study is about the interface of AI and fintech in the Indian corporate and legal systems. 

 It reviews significant regulatory frameworks such as the Digital Personal Data Protection Act, 2023, 

the Companies Act, 2013 and guidelines by RBI, SEBI and IRDAI. 

 The paper focuses on the challenges faced by fintech startups, established corporations and 

regulatories in governing AI innovation. 

 It also includes a comparison of global best practices and their applicability to the Indian situation. 

 

RESEARCH METHODOLOGY 

The research depends on qualitative methods that combine doctrinal and analytical procedures to study 

Artificial Intelligence (AI) regulatory and legal problems within the Indian fintech industry.  Statutes such 

as Digital Personal Data Protection Act, 2023, Companies Act, 2013 as well as regulatory guidelines from 

https://www.ijfmr.com/
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RBI, SEBI, and IRDAI serve as the primary data sources to identify the present limitations of the legal 

framework. This research incorporates Danish third-party information through academic journals, industry 

reports and case studies to define the strategic implications of AI within fintech. The application of 

international best practice standards in Indian operations requires comparison between different 

approaches. A critical assessment forms part of this research to create recommendations regarding the 

creation of a thorough regulatory system addressing regulatory compliance and technological innovation. 

 

RESEARCH QUESTION 

1. What are the existing AI legislation and legal and regulatory problems in Artificial Intelligence Fintech 

operations in India?  

2. How inadequate are the Digital Personal Data Protection Act, 2023 to solve these problems along with 

the Companies Act, 2013 and regulatory guidelines of RBI, SEBI and IRDAI? 

3. What are the legal and ethical implications of AI-driven growth and the risks that fintech sector faces?  

4. What are the Global best practices in AI fintech regulations which India can adopt that would develop 

suitable governance structures to support innovation as well as mitigating financial risks from AI 

services? 

 

RESEARCH HYPOTHESIS 

The fast implementation of Artificial Intelligence technologies in Indian fintech operations surpassed the 

development of sufficient regulatory standards thus creating major hurdles with data protection and 

algorithmic visibility and cybersecurity requirements together with organizational legal responsibilities. 

The lack of regulatory frameworks for AI systems generates various risks which include faulty usage along 

with biased processing and unclear legal standards. The research concludes that current legislative 

infrastructure which contains both Digital Personal Data Protection Act, 2023 alongside the Companies 

Act, 2013, alongside RBI and SEBI and IRDAI guidelines fail to handle the distinct difficulties that arise 

from AI-based innovations. To lessen these difficulties and guarantee the long-term expansion of AI-driven 

finance solutions, a clear legal framework, and moral AI practices are necessary, as, more importantly, a 

balanced approach that puts together technological improvement in the industry with robust regulatory 

frameworks and ethical AI practices is essential to harness the full usage of AI in fintech while mitigating 

associated risks. 

 

REGULATORY FRAMEWORK FOR FINTECH IN INDIA 

India is a country that is packed with many fintech startups and fintech services like online payment 

services; hence, proper laws and time-to-time guidelines, notifications, circulars, etc., are important for 

the Indian government to keep a close eye on these different fintech sectors. 

Law related to financial technology is essential to maintain a balance between consumer protection and 

technological improvements. It protects customers from unfair practices, fraud, and data breaches while 

regulating digital payments, online loans, blockchain, and AI-driven financial services.  

Transparency, cybersecurity, and equitable financial operations are guaranteed by adherence to regulatory 

bodies such as the Insurance Regulatory and Development Authority (IRDAI)8 the Securities and 

Exchange Board of India (SEBI), and the Reserve Bank of India (RBI). To promote confidence and  

                                                           
8 IBEF, Digital Rupee: Exploring the future of India’s Central Bank Digital Currency(CBDC), India Brand Equity Foundation 

(Feb. 1, 2025, 1:18 AM), https://www.ibef.org/blogs/digital-rupee-exploring-the-future-of-india-s-central-bank-digital-
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responsible innovation, regulatory frameworks must change to meet new dangers including identity theft, 

money laundering, and data privacy issues as the fintech ecosystem develops quickly.9 

Financial regulation enforcement in India falls under the ambit of the Reserve Bank of India (RBI) through 

the implementation of the Payment and Settlement Systems Act, 2007, and the Banking Regulation Act, 

1949, to foster fintech growth in the nation. The Regulatory Sandbox, together with Digital Lending 

Guidelines, works as both an innovation platform and protects consumers while ensuring transparency in 

digital lending operations. The RBI actively promotes universal digital payment adoption by supporting 

two key initiatives, namely UPI and PIDF. RBI conducts research about future digital transaction systems 

by implementing Central Bank Digital Currency (CBDC) as part of its pilot tests. Through its authority, 

the RBI governs both Non-Banking Financial Companies (NBFCs) and peer-to-peer lending platforms, 

plus it implements firm data protection and cybersecurity standards. The institution pushes a financial 

inclusion strategy through its efforts to promote fintech solutions that serve individuals without traditional 

banking access.10 

The Securities and Exchange Board of India (SEBI) plays a crucial role in regulating and overseeing the 

securities market in India, including dynamics with fintech. SEBI ensures that the securities market 

operates transparently, efficiently, and fairly, which is essential for fostering innovation and trust in fintech 

solutions. By regulating activities such as stock trading, investment platforms, and digital financial 

services, SEBI helps protect investors from fraud, market manipulation, and insider trading violations. By 

offering a safe environment for crowdfunding, digital transactions, and other cutting-edge financial 

services, this legal framework fosters the expansion of fintech businesses and advances technology in 

India's financial industry.11 

Financial technology services encompass a variety of technology-driven financial operations, such as 

robo-advisors for wealth management, Insurtech and regtech, digital payments via UPI and e-wallets, 

blockchain, and cryptocurrencies, and lending platforms. Cutting-edge financial technology that 

automates transactions to provide accessible finance makes better digital loans and decentralized systems 

possible. As the fintech industry continues to evolve, fintech law protects customers and guarantees the 

ethical compliance and financial security of developing technologies. 

 

LEGAL CHALLENGES OF AI IN FINTECH 

The adoption of Artificial Intelligence technologies within fintech institutions has initiated unprecedented 

innovations in addition to raising major legal difficulties. The distinctive qualities of AI technologies 

including dependency on large data sets and unintelligible design and susceptibility to improper use 

generate these challenges.  

 

 

                                                           
currency-

cbdc#:~:text=The%20Digital%20Rupee%20pilot%20programme,digital%20currency%20over%20physical%20cash.  
9GLOBAL LEGAL INSIGHTS, https://www.globallegalinsights.com/practice-areas/fintech-laws-and-

regulations/india/#:~:text=Payment%20Systems%3A%20The%20Payment%20and,services%20between%20the%20system

%20participants (last visited Feb. 1, 2025). 
10 Aveek Chakravarty, Financial Inclusion through Fintech: How the RBI Is Shaping Its Role as Regulator, SSRN (May 22, 

2023), https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4441108. 
11 Mounica S, What Is SEBI: Its Role, Functions, and Authority in India, HYPERVERGE (Feb. 3, 2025, 9:00 PM), 

https://hyperverge.co/blog/what-is-

sebi/#:~:text=SEBI%20regulates%20the%20securities%20market,fraud%20and%20insider%20trading%20violations./- 
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1. Data Privacy and Protection Concerns 

Technologies based on Artificial Intelligence in the financial technology sector need extensive data  

analytical capabilities to operate effectively. 

 AI systems gather numerous personal and financial records through unauthorized means which they 

use without receiving explicit consent from users. Digital lending systems employ AI technologies to 

analyze customer transaction records and social media profiles but this practice violates user privacy. 

 The DPDP Act requires organizations to follow specific rules when handling personal information 

storage and processing and data collection however any fiscal technology companies face difficulties 

adhering to these regulations because their AI systems prove difficult to handle. The processing actions 

of AI algorithms sometimes leverage private customer data in ways which trigger non-compliant 

situations.12 

 Fintech companies which operate internationally need to execute data transfers between different 

geographical regions. The DPDP Act places limitation on cross-border data transfers which results in 

legality uncertainties affecting the development of FinTech solutions powered by AI. 

A major Indian digital lending platform encountered criticism in 2021 due to allegations that they 

employed AI for unauthorized access of borrowers phone contact information and call details. The incident 

increased doubts regarding data protection compliance while reinforcing the necessity for better 

enforcement measures.13 

2. Algorithmic Transparency and Accountability Issues 

AI-powered algorithms operate with hidden operational processes which render decision-making 

mechanisms unclear to users. The insufficient transparency creates barriers for maintaining responsible 

financial operations and fairness in fintech sector implementations. 

 AI algorithms retain and duplicate existing biases that exist in the data they receive for training 

purposes. Credit scoring algorithms that operate in the financial industry show discrimination against 

specific demographic categories which results in unjustified loan rejection decisions. 

 Few AI algorithms including deep learning models maintain their decision-making operations as 

untraceable black boxes thus preventing users from comprehending decision logic. Consumer 

confidence and regulatory oversight become complicated because of the unexplainable nature of these 

systems. 

 AI system errors result in uncertain responsibility between developers and fintech companies and end-

users for making decisions. 

A large Indian financial technology company received criticism during 2022 because its AI system rejected 

numerous loan requests from people with low incomes. The unclear explanation of the algorithm by the 

company proved how vital transparency is in the process.14 

3. Cybersecurity Risks and Vulnerabilities 

Sophisticated cyberattacks threaten AI technology because they harm financial system security by  

                                                           
12 Indic Pacific, The Digital Personal Data Protection Act & Shaping AI Regulation in India, INDIC PACIFIC, 

https://www.indicpacific.com (last visited Feb. 7, 2025). 
13 C. Vijai, Fintech in India—Opportunities and Challenges, 8 Int'l J. Innovative Tech. & Exploring Eng'g 2278 (2019), 

https://www.researchgate.net/publication/331480921_FINTECH_IN_INDIA_-_OPPORTUNITIES_AND_CHALLENGES. 
14 Jai Vipra, Regulating AI in the Finance Sector in India, Friedrich-Ebert-Stiftung India (2020), 

https://india.fes.de/news/regulating-ai-in-the-finance-sector-in-india. 
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exposing sensitive data in addition to breaking down financial system integrity.15 

 Cybercriminals use AI to execute complex attacks that include phishing as well as malware and 

ransomware-based threats. AI phishing attacks reproduce real communications through advanced AI 

methods thus making them more challenging to identify. 

 The systems developed with AI fall prey to malicious attacks because attackers modify input data 

against the programming of the algorithm. AI fraud detection systems would get circumvented by 

fraudsters who modify transaction information for bypassing security protocols. 

 Fintech companies face exposure to new security threats because the Information Technology Act 2000 

fails to provide sufficient protection measures for AI-based cybersecurity vulnerabilities. 

A leading Indian payment gateway fell victim to a data breach in 2023 because hackers utilized AI to 

detect system vulnerabilities which allowed them to infiltrate the fraud prevention system. The incident 

displayed India’s weaknesses to deal with threats from AI systems operating in financial environments. 

4. Corporate Liability for AI-Driven Actions 

When AI systems gain higher autonomy the process to establish corporate responsibility for AI-generated 

actions proves progressively challenging.16 

 Fintech companies lose substantial amounts of money and endure legal consequences due to AI system 

errors which include both bad investment suggestions and approved fraudulent transactions. 

 AI systems that make loan denial decisions along with service freezes produce consumer complaints. 

AI systems deployed by fintech companies need to fulfill all requirements of consumer protection 

legislation and implement channels for customers to resolve their complaints. 

 Companies under the Companies Act of 2013 need to follow corporate laws that require transparent 

and accountable operations. The regulatory framework under the Act contains no explicit provisions 

relating to AI because of the resulting legal uncertainties. 

During 2022 Indian users of a robo-advisory platform filed legal complaints against the platform after 

their AI system recommended risky financial products which caused their substantial investment losses. 

The situation showed an urgent demand for specific laws which would determine how companies should 

be held responsible when AI controls their operations. 

5. Challenges Faced by Fintech Startups and Corporations 

Organizations both new and established in financial technology encounter specific obstacles when they 

deploy artificial intelligence frameworks since they must cope with sophisticated legal and regulatory 

systems.17 

 The need for scalability forces startups to find ways to pay high costs related to following legal  

 requirements. Small companies face substantial financial costs when implementing data protection 

systems as well as conducting regular AI audits. 

 Regulatory ambiguity for financial technology companies becomes a barrier to initiating investment 

efforts in the sector due to the absence of specific AI regulations. 

                                                           
15 Gagandeep Kaur & Bharnitharam K, Navigating the Legal Landscape: Addressing AI-Driven Innovations and Challenges in 

Indian Fintech, 11 J. Emerging Tech. & Innovative Res. 1 (2024), 

https://www.researchgate.net/publication/384864285_Navigating_The_Legal_Landscape_Addressing_AI-

Driven_Innovations_and_Challenges_in_Indian_Fintech. 
16 Santosh Kumar, Kumar Deepak Raja & Sumita Sinku, Ecosystem and Challenges of Fintech in India, 4 Int'l J. Mgmt. & 

Humanities 24 (2022), https://www.managementjournal.in/assets/archives/2022/vol4issue2/4-2-24-530.pdf. 
17 Santosh Kumar, Kumar Deepak Raja & Sumita Sinku, Ecosystem and Challenges of Fintech in India, 4 Int'l J. Mgmt. & 

Humanities 24 (2022), https://www.managementjournal.in/assets/archives/2022/vol4issue2/4-2-24-530.pdf. 
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 Intellectual Property Rights remain unclear because AI enables the creation of outputs including 

financial models along with algorithms. The question exists regarding which party holds the rights to 

an AI-created investment strategy between the developer and the fintech company. 

The introduction of an AI-powered wealth management tool by an Indian fintech startup encountered legal 

obstacles during its development process. The complexities in defining intellectual property rights for AI 

outputs forced the prolonged delay of the product release thus showing the importance of regulatory 

updates. 

 

LEGAL AND ETHICAL IMPLICATIONS OF AI-DRIVEN PLATFORMS SUCH CHAT-GPT & 

DEEPSEEK 

Algorithmic Bias and Ethical Challenges18 

ChatGPT and DeepSeek and other AI-driven platforms acquire their knowledge through training on 

extensive data collected from human authors. The training process exposes a threat of algorithmic bias 

because AI models derive their knowledge from current documents while those texts might contain 

discriminatory prejudices and false information and stereotypical information. 

Privacy Risks and Data Security Concerns19 

The main issue with AI platforms that handle user information remains unanswered. ChatGPT and other 

models together with DeepSeek draw their training data from large databases that frequently incorporate 

personal and delicate information. AI training data remains at serious risk because current regulations are 

weak or non-existent. Any mistake during system execution including a single coding error exposes user 

confidential data to unintended recipients thus violating privacy standards. 

The corporate data security problem occurred when a Samsung staff member entered confidential 

company code into ChatGPT in 2023 which resulted in a security leak. Strong rules must be established 

to manage both the accessibility and utilization of sensitive information by AI systems because of the 

immediate necessity. 

Lack of Regulation and Accountability20 

A lack of global and Indian laws exists to govern AI platforms including ChatGPT and DeepSeek. 

Although India has the Digital Personal Data Protection Act 2023 it lacks sufficient provisions to handle 

AI risks which include personal data misuse along with model hallucinations and AI decision 

responsibility issues. Because there are no established legal frameworks AI platforms exist in unregulated 

territories where nobody takes responsibility for erroneous information or biased choices or security 

breaches. A lack of legal structure presents difficulties for people when wrong advice from AI generates 

incorrect information or when data security is compromised. 

Ethical Dilemmas in AI-Generated Content and Decision-Making21 

The responses generated from AI models rely on existing data sources yet they do not possess moral  

                                                           
18 How AI is Influencing the Next Disruption in Indian Fintech Space, INDIAAI, https://indiaai.gov.in (last visited Feb. 7, 

2025). 
19 AI Risks in Fintech: 10 AI Challenges Fintechs Still Struggle With, FINANCE MAGNATES, 

https://www.financemagnates.com (last visited Feb. 7, 2025). 
20 Anil B. Malali & S. Gopalakrishnan, Application of Artificial Intelligence and Its Powered Technologies in the Indian 

Banking and Financial Industry: An Overview, 25 IOSR J. Humanities & Soc. Sci. 55 (2020), 

https://www.iosrjournals.org/iosr-jhss/papers/Vol.%2025%20Issue4/Series-6/I2504065560.pdf. 
21 Sameer Avasarala & Aryashree Kunhambu, Adoption of Artificial Intelligence in the FinTech Sector: A Regulatory Overview, 

Lakshmikumaran & Sridharan Attorneys (Jan. 6, 2025), https://lakshmisri.com/insights/articles/adoption-of-artificial-

intelligence-in-the-fintech-sector-a-regulatory-overview/.   
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judgment skills or factual understanding ability. The deployment of AI systems in the fintech industry 

leads to ethical complications in tasks that involve investment forecasting along with risk assessment and 

computer-generated financial recommendations. When an AI system delivers wrong investment advice 

resulting in financial losses which party bears accountability? 

The Indian financial market sees Zerodha alongside Upstox incorporating AI systems to generate trading 

suggestions for their users. Current laws lack precise procedures to provide relief to users who face 

financial losses from AI-driven recommendation mistakes including systematic biases. 

AI platforms including ChatGPT and DeepSeek present major legal and ethical dilemmas to users because 

they process large amounts of user data and can display algorithmic errors without any governing 

standards. One solitary programming error together with system malfunction or security weakness absent 

oversight could result in major harm such as data theft alongside untrue information dissemination. AI 

governance frameworks developed by governments and regulatory bodies will help create user rights 

protection and promote ethical AI advancement. 

 

GLOBAL BEST PRACTICES AND LESSONS FOR INDIA 

Comparative Analysis of AI Regulations in the EU, US, and Singapore22 

European Union (EU) 

AI regulation in the EU persists through two regulatory frameworks: The Artificial Intelligence Act (AI 

Act) and the General Data Protection Regulation (GDPR)23. The AI Act divides AI systems into four 

regulatory groups based on their risk levels. These categories include unacceptable risk applications that 

are totally banned alongside high-risk applications that need strict compliance rules. There is also a 

classification of systems with limited risks requiring transparency measures and minimal-risk AI 

applications that have no new regulations. Data privacy through GDPR functions by establishing specific 

standards which control how personal data gets processed and require valid consent while defining rights 

of data owners. 

United States (US) 

The United States has chosen a split management system that implements distinct legal frameworks 

throughout its sectors and the individual states. The Fair Credit Reporting Act (FCRA), Corporate self-

regulation together with industry best practices results in companies establishing different levels of 

compliance and accountability.24 

Singapore 

Singapore creates itself as a worldwide AI center by implementing defined regulatory structures alongside 

industrial cooperation. The Model AI Governance Framework provides organizations with useful direction 

about AI ethical behavior together with fairness standards and explanation capabilities. The Financial 

Sector technology Innovation and Growth Initiative from the Monetary Authority of Singapore has 

brought forth the Fairness Ethics Accountability and Transparency (FEAT)25 principles to help guide the 

                                                           
22 Brookings, The EU and U.S. Diverge on AI Regulation: A Transatlantic Comparison and Steps to Alignment, BROOKINGS, 

https://www.brookings.edu (last visited Feb. 7, 2025). 
23 European Parliamentary Research Service, The Impact of Artificial Intelligence on the Financial Sector (2020), 

https://www.europarl.europa.eu/RegData/etudes/STUD/2020/641530/EPRS_STU(2020)641530_EN.pdf. 
24 Federal Trade Commission, Fair Credit Reporting Act, https://www.ftc.gov/legal-library/browse/statutes/fair-credit-

reporting-act. 
25 OECD.AI, Singapore’s Model Framework to Balance Innovation and Trust in AI (2023), https://oecd.ai/en/wonk/singapores-

model-framework-to-balance-innovation-and-trust-in-ai. 
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financial sector when adopting AI technology. The regulatory sandbox mechanism of Singapore enables 

businesses to conduct controlled tests of their AI innovation before extensive commercial rollout. 

 

PROPOSED LEGAL REFORMS AND RECOMMENDATIONS 

1. India requires specific laws to manage artificial intelligence operations 

The Indian legal system today does not have an official legislation to address AI. India should adopt EU 

AI Act principles to create an AI regulatory framework that will determine risk levels of AI applications 

along with mandatory safety standards for high-risk sectors like fintech. The regulatory landscape of India 

does not feature a complete regulatory framework that was designed for AI technology applications in 

fintech specifically. An immediate requirement exists for AI-specific regulations which will emphasize 

transparency together with accountability and fairness in AI applications. Regular audits of AI algorithms 

operating in credit scoring and fraud detection must occur to detect biases since these systems require 

continuous inspections to identify and fix biases. Standards to determine appropriate AI-driven decisions 

must be clearly outlined because they require compliance with ethical and legal standards and 

simultaneously defend consumer welfare standards.26 

2. Data management systems require reinforcement together with cybersecurity infrastructure 

development27  

The establishment of the Digital Personal Data Protection Act, 2023 provides vital measures to protect 

personal information. Additional improvements need to be made to this set of provisions for handling AI-

driven fintech solutions' specific difficulties. AI-based data processing needs clear management guidelines 

which will create systematic procedures for proper handling of sensitive personal information. New and 

more substantial punishments need to exist for data manipulation along with unauthorized database entry 

to prevent wrongdoing. India requires a complete cybersecurity system to fight against AI-based security 

threats involving adversarial attacks as well as data intrusion incidents. Fintech organizations must adopt 

superior cybersecurity protocols to defend their AI systems from deceitful attempts by attackers according 

to specific regulations. Improved data governance and advanced cybersecurity programs will build 

customer trust while safeguarding the financial systems.28 

3. Expanding Regulatory Sandbox Initiatives  

Startups in financial technology can deploy innovative solutions through regulatory sandboxes which 

protect them from complete regulatory compliance requirements. The expansion of such initiatives 

promotes the growth of AI-driven fintech innovations together with their marketplace deployment. 

Startups can utilize regulatory sandboxes to assess AI-powered lending platforms together with fraud 

detection systems while remaining under monitoring of regulatory authorities. Through this model both 

innovation and regulator comprehension of new technologies becomes possible while development of 

proper guidelines becomes feasible. Startups benefit from sandboxes that enforce regulatory rules since 

these programs simultaneously help them expand their operations and maintain adherence to legal and 

ethical standards.29 

                                                           
26 AI, Machine Learning & Big Data Laws & Regulations | India, GLOBAL LEGAL INSIGHTS, 

https://www.globallegalinsights.com (last visited Feb. 7, 2025). 
27 4 Ways AI is Streamlining Indian Banking, WORLD ECONOMIC FORUM, https://www.weforum.org (last visited Feb. 7, 

2025). 
28 Corpzo, Regulatory Landscape for FinTechs in India: A Guide for Startups and Innovators, CORPZO, 

https://www.corpzo.com (last visited Feb. 7, 2025). 
29 NVIDIA, State of AI in Financial Services: 2024 Trends, NVIDIA, https://www.nvidia.com (last visited Feb. 7, 2025). 
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4. India should work together with global entities to promote best practices and international 

collaborative initiatives.   

Global AI-driven fintech developments exist as a universal phenomenon which Indian society should 

leverage by engaging in worldwide best practice exchanges and working relations. The General Data 

Protection Regulation (GDPR) implemented by the European Union alongside Singapore's regulatory 

sandbox model provide essential information for data privacy solutions and innovation support. India 

should become an active member of international platforms that work to distribute AI governance 

knowledge and establish standardized AI regulatory standards. Partnerships between regulations across 

different countries can assist in managing problems regarding algorithmic bias as well as cybersecurity 

threats. Through international partnership India should develop its regulations to concur with worldwide 

protocols while fitting all domestic requirements.30 

5. Recommendations for Policymakers, Regulators, and Industry Stakeholders   

A combination of multiple interested parties must work together to achieve successful AI implementation 

within the fintech sector. AI-specific laws and policies from policymakers would help they resolve 

ambiguous legal issues and foster innovation efforts. Government regulators need to create specific 

guidelines about artificial intelligence accountability since this ensures fintech companies follow approved 

legal and ethical standards while being transparent to their consumers. The industry should utilize ethical 

Artificial Intelligence practices combined with cybersecurity spending to work together with regulatory 

bodies for maintaining compliance. Internal AI ethics committees set up by fintech organizations would 

oversee the development as well as deployment of AI systems.31 

The Indian government should partner with international groups including OECD, G20 and ITU for 

bringing global AI standards to ensure AI governance across borders with international technical 

requirements. 

The period in India demands immediate attention regarding the development of AI regulatory systems. 

India can create an acceptable AI policy which protects privacy while promoting innovation and 

preventing bias through learning from GDPR data protection standards alongside Singapore AI 

governance systems and the US sector-specific regulations. A strategic regulatory framework can make 

India the lead country in responsible AI development which will provide advantages to both businesses 

and customers. 

The swift acceptance of Artificial Intelligence (AI) technologies in finance sector operations demands 

quick development of a flexible legal framework which addresses all publishing issues. The following 

chapter presents vital changes along with recommendations which solve the existing legal regulatory and 

ethical issues that AI-based fintech innovations create. The proposed regulations strive to achieve 

innovation equilibrium with consumer safeguards which drives sustainable business expansion in the 

sector. 

 

CONCLUSION 

The Indian fintech industry now benefits from Artificial Intelligence (AI) integration that brings radical 

innovations alongside enhanced efficiency and market development. AI showcases its transformative 

                                                           
30 AI, Machine Learning & Big Data Laws & Regulations | India, GLOBAL LEGAL INSIGHTS, 

https://www.globallegalinsights.com (last visited Feb. 7, 2025). 
31 Gang Kou & Yang Lu, FinTech: A Literature Review of Emerging Financial Technologies and Applications, 11 Fin. 

Innovation 1 (2025), https://jfin-swufe.springeropen.com/articles/10.1186/s40854-024-00668-6. 
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capabilities through improved customer experiences together with advanced fraud detection capabilities 

and financial inclusion. The introduction of advanced technology brings crucial legal and regulatory 

problems which require solution to support sustainable development that includes fair growth.   

The paper examines AI-powered fintech advances by studying several key innovation aspects including 

data security and algorithm illumination alongside cybersecurity matters and corporate responsibility 

requirements in addition to fintech startup and corporate obstacles. Analysis of existing legislation reveals 

major shortcomings in handling matters related to AI because it includes the Digital Personal Data 

Protection Act, 2023 alongside the Companies Act, 2013 and regulatory guidelines from the RBI and SEBI 

and IRDAI. Legal uncertainties resulting from these gaps slow down innovation and make consumers and 

businesses vulnerable to security dangers that include data breaches and algorithmic bias and cyberattacks.   

A comprehensive set of legal reforms coupled with recommended solutions appears in the paper as a part 

of the solution for overcoming identified challenges. Implementing AI-specific regulations together with 

strengthened data governance structures and enhanced cybersecurity standards and expanding regulatory 

sandbox programs and international regulation cooperation to adopt global standards represents the core 

recommendations for progress.    

The transition to an advanced fin-tech ecosystem while ensuring security represents both obstacles and 

benefits. This study shows that closing identified legal and regulatory gaps would help India use AI 

benefits while protecting against its risks. Sustainable growth in the fintech sector combined with an 

improved financial system for all constituents will result from implementing these steps.  
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